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Mr.  Chairman  and  Mambara  of • tha  Committaa: 

» 

Wa  ara  plaasad  to  ba  hara  today  to  discuss  our  raport  on 
haating  fual  shortagas  that  occurrad  in  Dacambar  1989  whan  tha 
nation  axpariancad  a  savara  and  unpradictad  cold  spall. ^  Tha 
raport  raspondad  to  raquasts  from  Sanators  John  Hainz  and  Larry 
Prasslar  and  Congrassman  Paul  E.  Xanjorski. 

Our  raport  axaminad  (1)  allagations  of  shortagas  of  haating 
fuals  during  that  pariod;  (2)  tha  impact  of  dalays  in  procassing 
waivars  of  tha  Jonas  Act  on  haating  fual  supplies;  (3)  the  type  of 
data  collected  and  tha  analyses  performed  on  haating  fual  supply 
and  demand  by  tha  Department  of  Energy's  (DOE)  Energy  Information 
Administration  (EIA) ;  and  (4)  tha  impact  of  interruptible  natural 
gas  contracts  on  haating  fual  supplies  amd  availability. 

In  summary: 

~  Physical  shortagas  of  haating  fuals—propana  and 

distillata-'-occurrad  because  of  em  increase  in  demand 
caused  by  tha  extremely  cold  temperatures  and  the  inability 
of  tha  distribution  systems  to  move  haating  fual  stoc]cs 
from  refineries  and  storage  terminals  to  areas  with 
shortagas. 

^ENERGY  SECURITY:  Federal  Raaoonsaa  to  Dacambar  1989  Heating  Fuel 
Shortages  Ware  Limited  (GAO/RCED-91>78)  Fab.  20,  1991. 
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—  Delays  in  procaasing  Jonas  Act  waivars,  which  would  have 
allowed  the  use  of  foraign-flaggad  vassals  to  transport 
heating  fuels  between  U.S.  ports,  contributed  to  supply 
problems. 

—  Limitations  in  the  data  BIA  collected  on  heating  oil 
supplies  reduced  its  ability  to  predict  or  respond  to 
supply  shortages. 

— -  Utilities  and  commercial  and  industrial  customers  with 
Interruptible  natural  gas  contracts  had  gas  services 
discontinued  and  entered  distillate  and  propane  markets, 
thiis  reducing  the  supplies  of  these  fuels  availaJsle  to 
residential  consumers. 

These  findings  were  similar  to  some  of  those  reached  in  the 
National  Association  of  Attorneys  General  December  6,  1990,  Final 
Report  on  tha  PecMber  1989  Energy  Crisis,  which  is  also  a  focus  of 
today's  hearing. 

During  the  past  year  federal  agencies  have  taken  actions  to 
address  the  problems  that  occtirrcd  last  winter.  However,  some 
limitations  in  EIA  data  collection  may  remain  and  problems  in 
processing  Jones  Act  waivers  may  still  occur. 
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BACKGROOWD 


Thtt  United  States  sxpsrlsncsd  a  period  of  extremely  cold 
weather  during  December  1989  and  January  1990.  According  to  EIA, 
temperatures  during  this  period  were  the  coldest  recorded  in  the 
last  60  years.  Based  on  heating-degree  days  (that  is,  the  number 
of  degrees  per  day  the  average  dally  temperature  is  below  65 
degrees  Fahrenheit) ,  December  1989  was  27  percent  colder  than 
normal  nationaxly  and  33  percent  colder  than  normal  on  the  East 
Coast. 


The  demand  for  heating  fuels  increased  sharply  during  this 
period.  Nationally,  the  demand  for  heating  distillate  increased  by 
1  million  barrels  a  day  (MMBD) ,  or  31  percent,  to  4.1  MMBD  from 
November  to  December  1989.  The  demand  peaked  at  4.4  MMBD  during 
the  week  of  December  22.  Propane  demand  also  rose  from  1.074  MMBD 
in  November  to  1.525  MMBD  in  December  1989,  a  42  percent  increase. 
These  Increases  were  more  dramatic  on  the  East  Coast,  where 
distillate  and  propane  demand  rose  by  53  percent  emd  83  percent, 
respectively,  between  November  euid  December. 

Prices  for  heating  fuels  also  increased  dramatically.  For 
example,  the  spot  price  of  distillate  at  the  New  York  Harbor 
increased  by  90  percent  between  November  27  and  December  27,  1989. 
The  rise  in  propane  prices  was  even  more  dramatic.  Between 
December  1,  1989  and  January  2,  1990,  the  spot  price  of  propane 
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ros«  by  305  pcrcsnt  and  211  parcant,  raspactlvaly,  at  tha  Conway, 
Kansas,  and  Mt.  Balvlau,  Taxas,  markats — two  major  supply  points 
through  which  a  majority  of  tha  U.S.  domastic  supply  is  markatad 
and  dlstributad. 


SHORTAGEa 


MD  DOimiG 


THE  1080  HEATIMG  FOKI.  CRISIS 


Tha  Oacambar  1989  cold  waathar  ravaalad  waeUcnassas  in  tha 
distribution  mach2uriisms  of  U.S.  markats  for  haating  fuals, 
rasulting  in  short-tarn  shortagas  and  contribu-^*  j  to  high  prices. 
Tha  shortagas  occurrad  in  all  sagmants  of  tha  enargy  supply  chain 
on  tha  East  Coast,  whila  propana  tarmlnals  axparlancad  shortages  in 
South  Dakota.  Wa  define  shortages  as  including  situations  in  which 
customers  ware  unable  to  purchase  all  tha  supplies  they  needed  from 
a  haating  fuel  supplier  even  though  they  ware  willing  to  pay  higher 
prices. 

Tha  energy  supply  chain  consists  of  three  sagmants;  (l)  the 
primary  segment— refiners  that  produce  tha  finished  products;  (2) 
tha  secondary  segment — wholesalers  and/or  retailers  of  petroleum 
products  that  obtain  supplies  from  tha  primary  suppliers  or 
imports;  and  (3)  tha  tertiary  segment— residential,  commercial  and 
Industrial  customers  who  are  the  end-users  (see  attachment  I  for 
details) .  Industry  officials  we  interviewed  attributed  the 
shortages  to  increased  demand  due  to  the  extremely  cold 
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tamparatures  and  to  tha  Inability  of  tha  distribution  systams  to 
nova  haating  fual  stocks  from  rafinarias  and  storage  terminals  to 
areas  in  need. 

I  would  now  like  to  mention  a  faw  axamplas  of  tha  supply 

problams  we  found.  At  a  major  Mid-Atlantic  refining  company, 

demand  for  distillate  and  propane  in  December  1989  exceeded  its 

forecast  demand  emd,  therefore,  its  planned  supply  for  tha  period. 

The  company  told  us  that  it  could  not  supply  noncontract  customers 

and,  in  some  cases,  could  not  satisfy  the  demand  of  contract 

customers  who  wanted  distillate  and/or  propane  supplies  in  excess 

of  their  contract  amount,  avan  though  these  customers  were  willing 

to  pay  higher  prices.  Soma  secondary  suppliers  in  the  Northeast 

that  we  contacted  also  experienced  short-term  shortages.  For 

example,  by  the  third  week  in  December,  only  two  out  of  eight 

* 

^dxolesalers  we  contacted  in  New  England  had  distillate.  Tha  two 
wholesalers  rationed  available  supplies  to  retailers  who,  in  turn, 
rationed  supplies  to  residential  and/or  commercial  customers. 

Supply  problems  ware  not  limited  to  tha  Northeast.  In  South 
Dakota,  distillate  and  propane  prices  rose  sharply  and  propane 
terminals  experienced  shortages.  However,  secondary  suppliers  we 
interviewed  were  able  to  obtain  distillate  and  propane.  According 
to  state  energy  officials,  both  fuels  were  available,  but  at 
substantially  higher  pricrm.  For  example,  the  average  retail  price 
of  heating  oil  rose  20  cents  per  gallon  (a  27  percent  increase) 
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vhiltt  propana  rosa  by  50  canta  par  gallon  (a  102  parcant  Incraase) . 
Propana  ia  tha  primary  haating  fual  on  tha  Rosa  Bud  and  Pina  Ridge 
Indian  Raaarvationa,  whara  many  raaidanta  could  not  pay  tha  higher 
pricaa.  Tribal  officiala  from  both  raaarvationa  said  that  soma 
familiaa  bumad  wood,  tiraa,  and  old  clothaa  to  atay  warm,  whila 
othara  want  to  a  Rad  croaa  ahaltar  or  movad  in  with  ralativaa. 

I  would  now  lika  to  diacuaa  soma  o^tha  problama  ralating  to 
tha  haating  fuala  crlsla  that  wara  diacuaaad  in  our  raport. 

PROBLEMS  WITH  JONES  ACT  WAIVERS 

AgrECTEP  EWERgY  SypPMES 

Our  raport  discloaad  problama  in  tha  procaaalng  of  Jonea  Act 
waivara  diiring  tha  haating*  fuala  crisis.  Tha  Jonas  Act  requires 
tha  uaa  of  U.S.  vassals  to  transport  marchandisa  batwaan  U.S. 
porta.  Howavar,  a  waivar  can  ba  grantad  if  it  is  in  tha  intarast 
of  national  dafansa. 

Tha  problama  diacuaaad  in  our  raport  ralata  to  tha  slownass 
with  which  fadaral  aganclaa  procassad  waivara  and  disagreamants 
among  fadaral  agancias  concaming  tha  crltarla  for  granting 
waivara.  Tha  fadaral  agancias  involvad  in  tha  waivar  procass  are 
DOE,  tha  Dapartmant  of  Dafansa  (DOD) ,  Maritima,  Customs,  and 
Traasury.  Tha  Attomays  Ganaral  raport  had  similar  findings. 
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W«  found  that  ovar  an  8-day  parlod  In  [}«cainbar  1989,  tha 
Customs  Sarvlcs  racalvad  six  applications  for  waivars  of  tha  Jones 
Act  so  that  foralgn  vassals  could  ba  usad  to  nova  haating  fuals 
from  Puarto  Rico  and  tha  Gulf  Coast  to  tha  East  Coast.  Ovarall, 
tha  fadaral  agancias  took  6  to  17  days  batvaan  tha  data  of 
application  and  tha  data  of  Traasury's  wrlttan  rasponsa  to  tha 
applicants  to  procass  thasa  raquasts. 

Thraa  valvar  applications  for  distlllata  or  rasidual  oil  were 
all  daniad  by  Traasiiry  bacausa  U.S.  vassals  vara  availabla.  Of  the 
thraa  applications  for  propana,  ona  rasulted  in  50,000  barrels 
baing  shippad  to  tha  Northaast  in  a  foralgn  vassal.  However,  the 
foreign  vassals  named  in  tha  other  two  propana  applications  became 
unavailable  before  Treasury  made  a  decision.  In  ona  of  those 
cases,  DOD  and  Maritime  took  6  days  from  tha  data  of  application  to 
advise  Treasury,  but  after  tha  fifth  day  tha  vassal  was  no  longer 
availabla  to  travel  to  tha  Northaast.  In  tha  other  case,  DOD  and 
Maritime  took  5  days  from  tha  data  of  application  to  advise 
Treasury.  Treasury  granted  tha  waiver  l  day  later,  a  few  hours 
after  tha  vassal  had  sailed  to  another  destination. 

In  July  1990,  DOB,  Maritime,  and  Customs  Service  officials 
signed  a  procedural  agraamant  called  a  "Mamoramdum  of 
Understanding”  to  expedite  waiver  applications  during  future  actual 
or  immlnant  energy  shortages.  Tha  Treasury  Department,  which  is 
responsible  for  final  approval  of  tha  Jonas  Act  waivars,  and  DOD 
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ar«  not  partl«>  to  tha  agraaaant.  Tha  agraaoant  clarlfias  tha 
rolas  and  rasponslbllitlas  of  DOE  and  Maritima.  Undar  tha 
agraaaant,  DOE  monitors  anargy  sup]|.  lias  and  Maritima  monitors  ship 
availability.  DOE  datarminas  tdiatbar  an  actual  or  Imminant  anargy 
shortag  axists  and  assassas  vhathar  tha  valvar  is  nacassary  in  tha 
Intarast  of  national  dafansa,  idxila  Maritima  datarminas  tha 
availability  of  U.S.  vassals.  Tha  agraamant  raquiras  both 
aganclas  to  raspond  to  tha  Customs  Sarvica  ragardlng  thasa  issuas 
within  48  hours.  Customs  would  than  maka  its  racommandation  to 
Traasury. 

Hhlla  tha  Mamorandtim  of  Undarstanding  is  a  positiva  step,  two 
obstacles  may  impede  tha  process.  The  first  is  tha  interpretation 
of  tha  criterion  for  granting  waivers.  Treasury's  Deputy  Assistant 
Sacratary'—Ragulatory,  Tariff,  and  Trade  Enforcement  told  us  that 
Traasury  is  concamad  about  DOE's  interpretation  of  tixa  national 
defense  criterion.  While  DOE  baliavas  that  "national  dafansa" 
encompasses  domestic  anargy  shortages,  Traasiiry  baliavas  that 
domestic  shortaoss  alone  do  not  satisfy  tha  "national  dafansa" 
criterion;  in  tha  view  of  tha  Traasury  official,  only  shortages 
axparlancad  by  DOD  Installations  or  strategic  suppliers  satisfy 
this  criterion.  Tha  official  said  Treasury's  Office  of  General 
Counsel  doubted  that  tha  two  waivers  granted  in  Dacambar  1989 
satisfied  Treasury's  interpretation  of  tha  national  dafansa 
criterion.  Traasury  said  it  will  more  closely  examine  tha  national 
dafansa  Intarast  of  future  applications. 
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Th«  second  obstacle  Is  whether  DOE  will  have  the  data  it  needs 
to  determine  whether  an  energy  shortage  exists.  According  to  the 
Director  of  the  Energy  Emergencies  Planning  Division  in  DOE's 
Office  of  Energy  Emergencies,  the  greatest  impediment  in  December 
1989  was  obtaining  sufficient  and  timely  supply  data.  He 
acknowledged  that  quantifying  a  shortage  would  be  difficult 
without,  at  least,  secondary  inventory  data  (inventories  held  by 
wholesalers  and  retailers).  However,  as  I  will  now  discuss,  EIA 
does  not  collect  secondary  inventory  data. 

1989  CRISIS  REVEALED  LIMITATIOWS  IN 
BTAtfi  cnT.T.grTTnii  awn  ANALYSIS 
OP  HEATTNG  FOELS  DATA 

Our  report  noted  various  limitations  in  EIA  data  collection 
and  analysis  capabilities  that  existed  in  December  1989.  Since 
last  winter,  EIA  has  recognized  some  of  these  weaknesses  and  has 
made  improvements.  First,  it  now  collects  weekly  data  on  propane 
supply  and  demand  for  publication  between  the  beginning  of  October 
and  the  end  of  March.  Second,  because  the  Congress  reinstated 
fimding,  the  number  of  states  that  provide  retail  price  data  on 
heating  fuels  to  EIA  under  the  EZA/State  Heating  Oil  and  Propane 
Program  has  increased  from  11  in  1989  and  1990  to  26  this  winter. 
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How«v«r,  on*  Issu*  that  is  still  unresolved  is  whether  EIA 
should  CO;  .ect  secondary  inventory  data.  In  the  view  of  EIA 
official#,  the  collection  of  data  on  secondary  inventory  levels  was 
not  %rarranted,  although  they  have  not  carried  out  a  formal  cost- 
benefit  analysis  to  support  this  view.  They  pointed  out  that 
inventory  capacity  for  distillate  at  the  secondary  level  was 
considerably  smeller  than  at  the  primary  level.  As  of  March  31, 
1988,  the  National  Petroleum  Council  estimated  that  secondary 
inventory  capacity  was  37  million  barrels,  compared  to  261  million 
barrels  for  the  primary  level.  EIA  officials  also  said  that 
information  EIA  o  rrently  collects  on  primary  inventory  levels 
could  be  used  to  estimate  whether  secondary  inventory  levels  are 
lUcely  to  be  higher  or  lower  than  normal.  Further,  in  their 
opinion,  a  secondary  data  collection  system  would  be  too  costly  to 
implement,  becaxise  EIA  would  have  to  institute  a  new  stirvey  of 
secondary  suppliers.  They  added  that  even  if  EIA  can  determine 
that  secondary  inventories  are  low  going  into  the  heating  season, 
distillate  and  propane  are  not  regulated  and  companies  cannot  be 
required  to  maintain  specific  inventory  levels. 

In  the  view  of  foiir  of  the  five  state  energy  offices  we 
contacted  on  the  East  Coast  (where  supply  problems  occurred) , 
secondary  inventory  Information  on  heating  fuels  is  a  useful  tool 
for  monitoring  supplies  during  the  winter.  Officials  from  four 
state  energy  offices  (Pennsylvania,  New  YorJe,  Massachusetts,  and 
Maryland)  told  us  that  it  would  be  very  useful  if  EIA  collected 
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sAcondaxy  Invantory  data  for  dlstillata  and  propana;  officials  from 
tha  fifth  stata  (Naw  Hampshlra)  ballavad  that,  although  this 
Inforaatlon  might  ba  usaful.  It  would  ba  too  axpanslva  to  collect. 
According  to  one  stata  energy  official,  secondary  Invantory  Is 
particularly  beneficial  to  tha  Bast  Coast  because  It  reduces  the 
region's  vulnerability  to  supply  bottlenecks  that  may  arise  from 
dependence  on  Gulf  Coast  pipelines  and  imports  during  emergencies. 


Further,  as  I  mentioned  earlier,  secondary  Inventory  data 
would  also  help  DOE  carry  out  its  responsibilities  under  the  new 
"Memorandum  of  Understanding"  for  Jones  Act  waivers.  Such  data 
would  be  valuable  in  determining  whether  an  energy  shortage  exists 
or  is  Imminent. 


U 


:ble  natural  gas  contracts 

EWBRgI  MMgm 


Another  issue  that  was  discussed  in  both  our  report  and  the 
final  report  of  the  Attorneys  General  is  the  Impact  of 
interruptible  natural  gas  contracts  on  heating  fuel  supplies. 
Natural  gas  consximers  with  interruptible  contracts  (that  is, 
electric  utilities  and  comaierclal  and  industrial  concerns)  were  a 
significant  factor  in  heating  fuel  price  Increases  in  December 
1989.  These  customers  had  gas  service  discontinued  and  entered  the 
distillate  and  propane  markets,  competing  with  residential 
consiimers  for  available  supplies.  EIA  estimated  that  this  activity 
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affactad  tha  pacaabar  1989  haatlng  oil  markat  by  at  most  141 
thousand  barrala  of  dlstillata  par  day  (MBO)  or  about  5  parcant  of 
total  dlstillata  salas  for  tha  month.  Howavar,  EIA  officials  told 
us  that  this  was  just  a  rough  astlaata. 

In  Fabruary  1990,  tha  Sanata  Subcomaittaa  on  Enargy 
Ragulation  and  Consarvation,  Coamittaa  on  Enargy  and  Natural 
Rasoiircas,  raquastad  that  EIA  conduct  a  comprahansiva  nationwide 
study  to  axaaina  tha  impact  of  intarruptibla  gas  contracts  on  the 
demand  for  heating  fuels.  EIA  subsaguantly  datarminad  that  a 
comprahansiva  study  would  cost  an  estimated  $850,000  and  could  take 
up  to  2  years  to  complete.  Such  a  study  would  involve  a  survey  of 
intarruptibla  nattiral  gas  consumers  who  may  have  switched  to 
distillate  or  propane.  In  November  1990,  EIA  advised  us  that  it 
does  not  support  a  comprahansiva  study  but  rather  will  use  existing 
EIA  resources  to  compare  what  happened  last  winter  to  tha  previous 
winter,  focusing  on  a  raprasantativa  sample  of  electric  utilities 
in  tha  Mid-Atlantic  area.  EIA  intends  to  complete  tha  study  by 
June  1991,  although  tha  exact  scope  and  methodology  had  not  bean 
datarminad  as  of  January  10,  1991. 

EIA  advised  us  that  it  decided  on  this  focus  for  tha  study 
because  most  of  last  winter's  unanticipated  demand  for  distillate 
occurred  in  tha  Mid-Atlantic  states  and  appeared  to  be  attributable 
to  electric  utilities.  EIA  said  that  the  study  would  show,  among 
other  things,  whether  these  companies  switched  from  natural  gas  to 
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dlstlllata  and  propana  last  vlntar;  ths  axtant  to  which  tha 

coapanlas  nalntain  Invantorlas  of  thasa  fuals  in  casa  tbalr  natural 

% 

gas  supplias  ara  Intarruptad;  and  vhathar  stata  ragulatlons  require 
ainiauB  Invantorlas  and  allow  tha  costs  of  tha  purchasas  to  ba 
passed  on  to  thair  custoaars.  However,  tha  study  will  not  identify 
tha  axtant  or  lapact  of  issues  and  problaas  axparlancad  by  alactric 
utilities  in  other  geographic  areas  or  identify  problaas  that  aay 
have  bean  catisad  by  Industrial  or  coaaarcial  gas  users  with 
interruptible  contracts. 


Both  our  report  and  tha  Attorneys  General's  report  revealed 
problaqi^  in  tha  way  that  federal  agencies  responded  to  the 
Deceaber  1989  heating  fuels  crisis.  Since  then,  agencies  have 
recognized  aany  of  these  weaknesses  and  have  taken  actions  to 
address  thea.  However,  we  believe  that  soae  liaitations  in  EIA 
data  collection  and  analysis  aay  still  exist  and  that  problaas  in 
processing  Jones  Act  waivers  aay  still  occur.  To  address  these 
problaas,  our  report  recoaaends  that  the  Secretary  of  Energy  (1) 
deteraine  the  costa  and  benefits  of  collecting  infomation  on 
secondary  inventory  data,  including  %diether  these  data  are  needed 
to  satisfy  DOE'S  responsibilities  under  the  Meaorandua  of 
Understanding  on  Jones  Act  waivers  emd  (2)  work  with  the  Secretary 
of  Treasury  to  clarify—either  adainistratively  or  by  seeking 
legislation  if  necessary—whether  DOE  will  need  to  show  that 
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d«f«ns«  installations  and  supplisrs  ars  bslng  affsctsd  in  order  to 
satisfy  the  national  defense  criterion  for  granting  waivers. 


This  concludes  ay  prepared  stateaent.  He  would  be  pleased  to 
respond  to  any  questions  you  or  Meabers  of  the  Coaalttee  nay  have. 
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ATTACHMENT  I 


ATTACHMENT  I 


Thtt  •ncrgy -supply  chain  Includas  (1)  tha  primary  sagmant — 
rafinars  that  produca  tha  finishad  products;  (2)  tha  sacondary 
sagmant—various  vholasalars  and/or  ratailars  of  patrolavxm  products 
that  obtain  suppliaa  from  tha  primary  suppliars  or  imports;  and  (3) 
tha  tartiary  aagmant—raaidantial,  coansarcial,  and  industrial 
cumtomars  that  ara  tha  and-umars.  Enargy  products  flow  from 
sagmant  to  sagmant  via  tha  various  distribution  natvorks 
illustratad  in  figura  I.l. 


ATTACHMENT  I 


ATTACHMENT  I 


Distillate  is  available  at  most  refineries  and  terminals  and 
Is  shipped  and  stored  at  atmospheric  pressure.  Propane,  a 
liquified  petroleum  gas,  must  be  Icept  under  pressure  to  remain 
liquid,  and  thus  Is  stored  and  transported  In  pressurized 
containers. 

Domestically  refined  petroleum  products  enter  the  U.S. 
distribution  system  at  the  refinery  gate,  while  Imports  enter  the 
system  at  porta  of  entry.  The  northeastern  states  also  Import 
refined  petroleum  products,  which  are  shipped  to  terminals  by 
pipelines,  barges,  or  tankers.  From  the  terminals,  products  are 
trzuiaported  by  truck  or  rail  to  smaller  bulk  storage  facilities  or 
directly  to  service  stations  or  large  end-users. 
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